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Back Office Activities: Offshore or not offshore? 
Anne Evison, Julian Birkinshaw, Roy Barden, & Siri Terjesen * 
 
For most large firms today, offshoring is high on the strategic agenda. Most have been through 
several waves of changes in the way their support activities are managed – from the development 
of shared service centres, to outsourcing arrangements, to automation initiatives. Offshoring – the 
relocation of certain activities to foreign locations, often thousands of miles away – has existed as 
an option since the 1980s at least, but it is only in the last five years that it has moved from being 
a niche strategy, adopted by a few early-movers, to one being considered by the majority of firms. 
A recent survey1 of 275 finance executives at multinationals, found that 18 percent currently use 
offshore outsourcing, with many more considering this option in years ahead. 
 
The business headlines suggest that offshoring is about moving IT and call centre jobs to India 
for the sake of cost reduction. But the reality is far more complex on many dimensions. Offshoring 
is being undertaken in a range of functions, from IT, finance and accounting through to business 
analysis and R&D. Location choices range from “nearshoring” in countries such as Poland and 
Hungary, to “offshoring” in India, China, or The Philippines.  And the reasons for considering 
offshoring include skills and expertise issues, as well as cost savings. 
 
And while offshoring is now big business, its benefits are by no means guaranteed.  For example, 
in November 2003, Dell announced that it would stop using its technical service centre in India for 
business customers, because of complaints.  And several firms we spoke to had engaged in a 
lengthy cost-benefit analysis of offshoring, only to conclude that the potential 15-20% cost 
savings were not worth the risk. 
 
So what should your firm’s approach to offshoring be? The purpose of this article is to provide a 
framework for evaluating the different location choices for each support activity, and then to 
consider the typical activities that are undertaken in each location.  We also offer some 
perspectives on the dynamics of offshoring, that is the way a firm’s offshoring strategy typically 
evolves over time, and the challenges in implementing an offshoring strategy.  The article is 
based on an 18-month study consisting of interviews with executives from 26 multinational firms 
(See box: About the Research). 
 
Drivers of offshoring 
The increasing use of offshoring is part of the never-ending search for efficiency and cost-
reduction in large firms. The trend is particularly prevalent in back-office or support activities 
which, by definition, are not customer-facing, and are therefore open to being located in lower-
cost locations.  Within this broad movement, it is possible to identify several related trends, some 
obvious, others less so: 
 
Automation of routine activities that can be done without human intervention 
 
Disaggregation of activities that used to be done by the same person. For example, an 
accountant could undertake a broad range of tasks, from providing advice to basic book-keeping. 
                                                     
1 CFO staff, Offshoring: Not Everybody's Doing It, 01 June 2004, CFO Magazine 
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Increasingly, he or she is now focused on the higher-level advisory tasks, while the more 
routinised part of the job are either automated or pushed into a shared service operation 
 
Consolidation of similar activities into a shared service operation. Rather than every operating 
unit doing its only payroll or accounts payable, these activities can be done far more efficiently in 
one central location. 
 
Commercialisation of shared activities, either by making them into a profit centre within the firm, 
or by spinning them off through an outsourcing arrangement.  
 
Relocation of shared activities to a carefully-chosen place, typically selected on the basis of cost 
or availability of employees, but sometimes for particular skills (e.g. language) 
In this article, the primary 
focus is on relocation, and 
specifically on the various 
location options open to any 
particular activity. It should be 
noted that relocation and 
commercialisation often go 
together: that is, the decision 
to move an activity to its own 
facility cannot readily be made 
without also managing that 
activity in a more 
commercially-minded way.   
 
Framework for evaluating 
location options 
From our research, two 
dimensions emerged as the 
most critical in selecting the 
location for a support activity.  
One is the extent to which the 
activity can be codified or 
routinised2. Highly-codifiable 
activities (e.g. expense claims 
or payroll) lend themselves to 
automation, and they can also 
be undertaken by individuals 
with limited training or skills. 
Non-codifiable activities (e.g. 
treasury, leasing, 
compensation planning) 
involve a much higher degree 
of judgement and experience 
on the part of the individuals 
working in the activity.  The 
second dimension is the nature of interdependence between the activity and the core strategic 
activities of the firm.  A standard way of framing this is to consider three forms of 
                                                     
2 This parallels the distinction often made in the academic literature between codified and tacit 
knowledge. Codified knowledge is that which can be shared between individuals without loss of 
integrity once the syntactical rules for deciphering it are known; tacit knowledge is experience 
based, and cannot be transferred between individuals without enormous effort on both sides. 
About the Research: 
The research was conducted over an 18 month period, 
involving interviews with 37 individuals in 25 multi-business 
firms.  
Number of companies by industry sector:  
Financial Services 5 
Pharmaceuticals 4 
Business Services 3 
Consumer Products 2 
Technology 2 
Leisure 2 
Other  7 
Number of participants by role: 
CEO 2 
Finance Director 6 
Head of Shared Services 12 
Outsource Service Provider 2 
Change Director 4 
Customers of Shared Services 5 
Other 6 
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interdependence3: sequential (A is an input to B, which is an input to C), pooled (A and B are 
inputs to C), and reciprocal (A is an input to B and C, but B and C, in turn, are inputs to A). 
Activities that have only pooled or sequential interdependence with the core can typically be 
managed on a remote basis, whereas activities involving reciprocal interdependence benefit from 
co-location. 
By considering these two dimensions together, it is possible to identify some of the critical 
differences between the different location options.  Five primary options emerged from our 
research.  Each of them is considered in turn below, and a summary is provided in table 1. 
 
Table 1: Framework: Location choices for support activities 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Co-Location. For those activities involving a high degree of expertise and significant interaction 
with the senior executives in the firm, co-location is necessary. This is, of course, the default 
arrangement because such activities, including business analysis, treasury, and legal, have 
historically been located at the HQ.  However, it is important to underline that even within such 
functions there will be sub-activities that end up shifting to other locations, or being automated.  
For example, Proctor and Gamble will soon begin outsourcing accounts payable data entry to HP, 
but retain other accounts payable processes which interact with their internal customers. 
 
Virtual Centre of Excellence. Many activities involve a high degree of expertise or 
professionalism, but there are few benefits from locating the individuals in question together at 
either the corporate headquarters or a business location. For example, in the Human Resources 
function, the compensation & benefits and management development activities are high-value-
added activities, but they can be managed on a more arms-length relationship to the day-to-day 
business than those activities that need to be co-located. As such, they are best managed in what 
is sometimes called a virtual centre of excellence. All of the compensation and benefits experts 
would form part of such a centre, but they would continue to reside in their existing operations, 
and they would travel between sites and come together for meetings.   
 
The virtual centre of excellence requires active management, because the default is for the 
individuals in question to focus their energies on their local operation.  The centre of excellence 
logic recognises that the expertise in question should be leveraged on a corporate-wide basis, 
and it provides the resources and the technology to enable it to happen. 
 
                                                     
3 This is based on the work of J.D. Thompson, 1967, Organizations in Action. 
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Near Shoring. This is typically a centre or a series of centres that perform codified, routine 
activities for a number of corporate customers. If more than one centre is to be deployed this can 
be assessed on the basis of quality/cost parameters to take advantage of differences in wages 
between countries/ areas within the region, or alternatively separating activities into different 
centres e.g. Accounts payable in one location, and HR transaction processing in another. For 
example, for a business considering a Shared Service Organisation to serve Western and 
Eastern Europe, this would mean locating the centre (s) within this geographical boundary. 
 
Near shoring typically has a higher cost profile than offshoring, but it has several important 
benefits: lower risk, easier communication with the business, and typically a greater cultural 
affinity to the core customer groups, which can be particularly valuable in customer-facing entities 
such as call centres.  For example Oracle has regional service centres based in Ireland, US and 
Australia.  The EMEA centre in Dublin services 42 countries, covering 16 process areas, and at 
its peak had almost 400 staff.  
 
Off Shoring. Offshoring refers primarily to emerging economies, such as India, The Philippines, 
and China.  The distinction between near shore and off shore is particularly relevant for European 
and American firms, who typically have medium-cost locations (e.g. Poland, Turkey, Mexico) 
available that are closer than the big emerging economies of Asia. 
 
Offshoring is the preferred option for those activities that are easily routinised, and that offer 
substantial returns to scale. Enormous amounts of back-office banking work and call centres are 
done in such locations.  Increasingly, firms are also experimenting with higher value-added 
activities. For example, in August 2003, Citigroup and HSBC announced that they would be 
moving some of their investment bank analyst jobs to India.  However, the jury is still out on 
whether such moves really make sense. 
 
Automation. For those activities that can be entirely routinised, it is possible to remove the 
human component altogether and automate them.  However, even for such activities as cheque 
processing or payroll there will always be exceptions that need processing with human 
intervention. This means that fully automated or “lights out processing” is a vision rather than a 
reality at the moment so automation almost always occurs in tandem with one of the other 
options.  For example, an investment bank has recently automated the majority of cash 
settlement activity to an outsource service provider. However those elements of the process that 
cannot be automated have been left colocated in the business. The rationale is that the cost to 
create complex, dynamic system rules would be greater than to retain human intervention. 
 
Table 1: Location Options And Activity Scope 
 Physical Location Economic Logic Typical Activities 
Co-location  Located with the business 
being served (including the 
HQ)  
Legal 
Requirements, 
proximity to senior 
executives, 
proximity to 
customers 
Partnering, Complex 
handoffs, Decision support 
Virtual 
centre of 
excellence 
Individuals located in existing 
operations, often travelling 
extensively 
Need to leverage 
expertise across 
firm, but without 
significant 
economies to scale 
Tax planning, Leasing, 
Compensation & benefits 
Near 
Shoring 
 
Inside the geographical 
region of businesses  
Economies of 
scale, Skills, 
Expertise, 
Language & 
Cultural affinity 
Regulatory reporting, 
Specialist call centre 
activities,  
Off Shoring Outside the geographic Economies of Routine call centre 
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 Physical Location Economic Logic Typical Activities 
region of businesses Scale, Routine 
activities 
activities, Accounts 
payable  
Automation None Process Efficiency 
and cost reduction 
Parts of all the above 
 
Trends in Location Choice 
While these different location options are fairly well known, our research suggests that there is 
scope for thinking through the costs and benefits of each more carefully.  As so often is the case, 
the challenge is how best to integrate these alternatives and manage them dynamically, 
according to the evolving needs of the business.  While this may not be an exhaustive list, we 
identified three important trends among some of the more sophisticated firms in our study: 
 
Disaggregation of activities into their constituent parts, with each part done in a different 
location.   Many Business Process Outsourcers (BPO) providers now operate on a ‘layered’ 
model.  For example, one Scandinavian firm’s Accounts Payable process is layered in India and 
Scandinavia.  The transaction processing of the invoice and payment activity is carried out in 
India. However a near shore location is used to handle queries from internal customers and 
external suppliers. The additional costs are offset by a better quality of service than could 
currently by achieved in India 
 
Shift of activities between locations according to the shifting demands of the business. An 
example of a firm which has shifted activity location is Diageo, formed from the 1997 merger of 
Guiness and Grand Metropolitan. The service centres for Guiness and Grand Metropolitan were 
originally based in the UK and Ireland. Recently, however, Diageo migrated the European 
markets’ Finance and Customer Operations shared services activities from London to Budapest, 
taking advantage of the new business requirements and environment. 
 
Careful monitoring of the costs and benefits of different locations, and openness to 
change once the results are clear.  For example, Dell, the world’s largest PC maker, opened a 
call centre in Bangalore in April 2001 and rapidly expanded its workforce to over 3,000 
employees.  After customer complaints, Dell re-insourced customer service for OptiPlex desktop 
and Latitude notebook personal computers back to U.S. call centres.  
 
Implementation Issues: Is your Firm ready for Offshoring? 
The primary constraint on moving straight to a delivery model involving offshore is usually 
business confidence in the shared service organisation to deliver, unless this is made through an 
outsource service provider taking up delivery of the service. This is because establishing shared 
services involves significant change – for both individuals within the back office functions and the 
businesses themselves. Often: 
 
-   Jobs do not transition as they are into the new model - Activities need to be segmented into 
those that are strategic to the business, those that are advisory but that can be undertaken 
remotely, those that are transactional requiring voice, and those that don’t etc – each having a 
different place in the new organisation 
 
-   It involves the implementation of common systems supporting common processes that is 
standard across the businesses, which often means that compromises have to be made by the 
businesses on the functionality particularly if they previously had bespoke or customised systems 
designed on the basis of their specific requirements, rather than a single standardised system 
and process appropriate for all 
 
-    Businesses relinquish direct control over their back office functions, often with great reluctance 
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-    The way that businesses interact with their back office functions changes – having to adopt 
standardised processes, often requiring a higher level of business discipline and utilising self 
service technology, with services specified, higher levels of transparency of cost of service, and 
‘extra services’ being charged for separately 
 
-    To manage this change most organisations choose an implementation path that effectively 
manages their requirement to achieve cost reduction whilst managing risk by choosing a location 
with which they are already familiar, containing scope to a manageable level and also bring the 
customers into the model in a phased way. Offshoring is usually considered as a second step  
 
Whatever your chosen back office cost reduction strategy, organisational appetite to achieve the 
outcomes is essential. This is probably summed up in the view of Nicky Sheridan following 
Oracle’s journey to establishing regional shared service centres for their global operation, 
“Change Management and Executive Sponsorship are not buzzwords - its life or death! If I had 
my time again I’d concentrate even more effort and attention to it. There must be cabinet 
responsibility by the Executive for all decisions. And if senior executives are not spending an hour 
a week on the project, then its not going  to be successful - It’s tough selling to local Country MDs 
that it’s going to be a worse system than before, because they previously had a customised 
system and process to suit their needs. It’s not easy to see the global benefit.” 
 
In conclusion, whatever strategy is appropriate for your organisation, it is imperative to ensure 
that it is effectively integrated – across locations, outsourcing service providers and technology 
solutions to provide cohesive service delivery to internal and external customers and suppliers at 
an appropriate level of quality and cost 
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Oracle: One Company’s Journey 
Oracle in January 1998, in response to a need to create a single global brand, with consistent 
pricing and service delivery as well as a need to curb the increase in costs, decided to 
implement standardised global finance processes and establish a shared services delivery 
model. It took eight months to agree standardised global processes, across 16 process areas. 
Through a process of ‘brown papering’ with the best and the brightest resources from the 
company from around the world these processes were then mapped to the standard Oracle 
release of the time. Five months of integration testing followed – covering all scenarios, from all 
parts of the business.  
 
Three service centres were established – The EMEA centre was established in Dublin, and two 
other centres were established in the California, US and Sydney, Australia. 42 countries were 
being serviced by the Dublin service centre within four years from programme inception, 
processing $3.5B revenue, with a peak of almost 400 staff. 
 
Some of the activities are now being eliminated through technology or process optimisation and 
others are being moved to India. There will be 105 service jobs in India by the end of July 2004 
and 230 jobs will remain in Dublin. But improvements won’t stop there - “You have to keep 
changing and reinventing,” says Nicky Sheridan, Vice President and Managing Director Ireland, 
Oracle. “We are always looking to bring in further work to the centre and automate or offshore 
the most routine work. Change will not stop here.” 
Page 7 of 7 
 
Julian Birkinshaw is Associate Professor of Strategic & International Management at London 
Business School.  Siri Terjesen is a PhD student in Strategy & Entrepreneurship at Cranfield 
School of Management. 
